JAIE OF CALIFORNIA -BUSINESS. TRANSPORTATION, AND HOUSING AGENCY ARNOLD

JEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT

OFFICE OF THE DIRECTOR
1800 Third Sureet, Room, 450

sacramento, CA 95814

1916) 443-4775

Fax (916) 324-5107

www.hcd.ca.aov

May 27, 2005

Ms. Lynn Harris

Manager, Community Development Manager

Southern California Association of Governments (SCAG)
818 W. 7th Street, 12th floor

Los Angeles, California 90017

Dear Ms. HafTis ﬁ(ﬁ"/\/

Attached for your review are items regarding SCAG’s Remonal Housing Needs Determination
(RHNA) as discussed at our March 1, 2005 consultation meeting. Included are the proposed
timeline in accordance with statutory deadines, income distribution worksheets, replacement and
vacancy need assumptions, and comparisons of SCAG and Department of Finance population
and household estimates and projections. Please review these attachments and let me know when
you and your staff would like to discuss them.

The Department looks forward to continuing working with SCAG on the regional housing need
process.

Sincerely,

Linda Wheaton

Attachments



SCAG RHNA Assumptions Consultation
May 26, 2005

[0 Allocation Period: January 2006 through June 2014

O Planning Period: June 2008 through June 2014

O Prospective ten-year planning period: June 2008 through June 2014

[0 RTP Baseline: July 2003

[0 RHNA Timeline (Attachment I)

[J Income Distribution Worksheets (Attachment II)

[0 Replacement Need Assumptions, i.e., demolition data (Attachment III)
[0 Vacancy Allowance Assumptions Working Draft (Attachment I'V)

[0 Comparison of Population Projections, 2010 and 2020 (Attachment V)

O Comparison of Population and Households, 2005 (Attachment VI)

HCD, May 26, 2005



Attachment 1

DRAFT for Discussion Only

Proposed SCAG RHNA timeline pursuant to Government Code section 65584.02
Two-year extension for HE Update Due Date: June 30, 2008

[tem [Section Task Deadline*
SCAG/HCD consultation on region’s share of S
1 65584.02(b) statewide housing need 10/31/05
SCAG requests information from jurisdictions for
2 65584.04(b)(1) | developing methodology 12/31/05
3 65584.03(a) Sub-regional formation 2/28/06
4 65584.02(a)(1) | HCD determination of regional housing need 4/30/06
SCAG determination of housing need assigned to
5 |65584.03(c) each sub-region ' 5/31/06
6 | 65584.04(a) SCAG adopts proposed allocation methodology 6/30/06
7 65584.05(a) SCAG/sub-regions issue DRAFT local allocations | 12/31/06
Local jurisdictions may request revisions to 12/31/06 -
8 |65584.05(b) DRAFT allocations - ‘ 2/28/07
2/28/07 -
9 |65584.05(c) SCAG/sub-regions respond to revision requests 3/31/07
3/31/07 -
10 { 65584.05(d) Local jurisdictions may appeal DRAFT allocations | 4/30/07
SCAG/sub-regions notify local jurisdictions in 4/30/07 -
11 | 65584.05(¢) writing of date of appeals hearing(s) 5/15/07
SCAG/sub-region hearing(s) on local jurisdiction 6/15/07 -
12 | 65584.05(e) appeals (30-35 days following written notification) | 6/30/07
13 | 65584.05(f) SCAG issues FINAL RHNA proposal 6/30/07
14 | 65584.05(h) SCAG adopts RHNA 6/30/07
15 | 65584.05(h) HCD RHNA review completed 8/31/07

*Due to tight deadlines at the end of the timeline, HCD proposed to SCAG staff that
Items 7 through 14 be completed earlier than statutory deadlines. Therefore, HCD
recommends that SCAG and sub-regions issue DRAFT local allocations in October 2006
in order to allow more time for appeals.

HCD, May 26, 2005
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Attachment IV

SCAG Vacancy Rates — DRAFT for Discussion Only

Assumptions regarding the 2014 prbposed vacancy rates for SCAG.

1.

Vacancy rate calculations exclude: rented or sold, not occupied; seasonal or
recreational; migrant worker housing; and other vacant.

The 1990 overall vacancy rate of 4.4% (6.4% renter; 2.3% owner) is closer to the
“natural vacancy rate,” or equilibrium, for the SCAG region than the 2000 overall
vacancy rate of 2.7% (3.8% renter; 1.7% owner). This assumption is based on the
theory that equilibrium is a point at which prices or rents change because
underlying costs are changing, not because a buyer or seller can take advantage of
the surplus or scarcity of housing units. If house prices or rents are not changing
faster than prices for all other goods and services, it may indicate that the housing
market is near equilibrium, and thus the vacancy rates might be near optimal.

Consumer Price Index (CPI) can be used to determine changes in prices of
different goods and services, including the cost of housing. Although most
familiar is the “CPI—All Items,” there are also price indices for particular goods
and services, including “Owner’s Equivalent Rent” for owners’ space costs
(owners’ rent) and “Rent of Primary Residence” for renters (renters’ rent). These
price indices are prepared from actual housing costs reported monthly. An
analysis of CPI for the Los Angeles-Riverside-Orange County MSA indicates that
housing prices were increasing faster than all goods and services (Table 1).

Table 1. Annual percent change in housing costs and all goods and services in the
Los Angeles-Riverside-Orange County

All Renters' Owners’
Items Rent Rent
1989-1990 6.9% 4.5% 7.0%
1990-1991 4.0% 2.9% 2.8%
1999-2000 3.3% 4.1% 3.2%
2000-2001 3.3% 5.4% 4.5%

Source: CPI, U.S. Dept. of Labor, Bureau of Labor Statistics

Table 1 shows that between 1989 and 1991 (around the 1990 Census) housing
costs were increasing at a slightly slower rate than all other goods and services.
However, between 1999 and 2001 housing prices were increasing at a faster rate
than all other goods and services. This indicates that the housing market in 1990,
when vacancy rates were higher, may have been nearer equilibrium than in 2000.
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Attachment IV

3. A 5% rental vacancy rate is commonly regarded as normal, and therefore we force
the 2014 projected vacancy rate to be 5%. This is still lower than the 1990
vacancy rate of 6.4%, which may have been one reason for the subsequent
slowing in rent price increases in the 1990s. Since we assume that the 1990
combined vacancy rate was nearer equilibrium than in 2000, the 2014 combined

rate should be closer to the 1990 rate of 4.4%.

Next, we looked at the 2000 vacancy rates for other U.S. Metropolitan Statistical
Areas (MSA) to determine the average, or median, vacancy rate for the nation in
" 2000, which was 4.0%. Using 4.4% (SCAG’s 1990 combined vacancy rate) and
4.0% (the U.S. MSA median combined vacancy rate) we propose that the 2014
high combined vacancy rate should be 4.2% (the average of the two). We also
Jooked at two subsets of U.S. MSAs that are similar to SCAG'. Subset A had a
lower average vacancy rate of 2.5%, and therefore was used to determine a low
combined vacancy rate of 3.5% (the average of 4.4% and 2.5%).

Since the combined vacancy rate is the weighted average of the renter and owner
vacancy rates, the owner rate is solved using the new combined and renter

vacancy rates and the 2000 Census vacant units data (Table 3). Table 2 shows the
2014 HCD Proposed High and Low vacancy rates.

Table 2. Proposed Vacancy Rates for SCAG RHNA

Vacancy Rates
Renter Owner | Combined*
1990 Census SCAG Region 6.4%. 2.3% 4.4%
All U.S. MSAs' Medians' (8.0% /) [C1.7% | = 4.0%:
2000 Consus 3ub§§¢ A MSAs’ Medians 3.8% 1.9% 2.5%
Subsét B MSAs’ Medians 5.8% 1.6% - 3.5%
SCAG Region 3.8% 1.7% 2.7%
2014 HCD High Vacancy Rate (Using Ali MSAs) 5.0% 3.5% 4.2%
Proposed Low Vacancy Rate (Using Subset A) 5.0% 2.3% 3.5%

* Weighted averages of Renter and Owner vacancies. Includes "For sale only" and "For rent" vacant units.

Sources: 1990 and 2000 U.S. Census Summary File 1

! Based on HCD calculations for all 280 MSAs in U.S.; Subset A includes eight U.S. MSAs with
homeowner rates between 50% and 60% and more than 150,000 owner occupied households; Subset B
includes 26 MSAs with homeowner rates between 45% and 65% and more than 150,000 owner occupied

households.
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Attachment V

Comparison of Popuiation Projections:
SCAG and DOF

| 2070 % Pl
County 2010 Population | DOF 2010 | Difference | 2020 Population | DOF 2020 | Difference
imperial 189,025] 178,201 -5.7% 230,858] 214,386 <7.1%
Los Angeles 10,718,007| 10,461,007 -2.4% 11,501,884] 10,885,002 54
Orange 3,291,628 3,260,162 -1.0% 3,433,609 3,526, 144 2.70/0
Riverside 2,085,432] 2,165,148 3.8% 2,644,278 2,675’648 1'2°/°
San Bernardino 2,059,420{ 2,133,377 3.6% 2,397,709 2,456,089 2‘40/0
Ventura 865,149 860,664 -0:5% 929,181 924,410 -0-50/0
SCAG Total 19,208,661] 19,058,559 -0.8% 57,137,515] 20,687,769 5%

Percentages in BOLD/RED means DOF's projection is higher than SCAG's projection

Sources:

State of California, Department of Finance Popuiation Projections by Race/Ethnicity for Californi j it i
y ' ia and i 5
Sacramento, California, May 2004 ty ts Counties 2000-2050,

SCAG 2004 Growth Forcast: http://www.scag.ca.gov/forecast/index.htm
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Attachment VI

Comparison of 2005 Population and Household Estimates
SCAG vs. DOF

| DOF DOF

2005 SCAG| 2005 DOF |Population %] 2005 SCAG | 2005 DOF | Households
County Population | Population | Difference |Households|Households| % Difference
Imperial 165,432 161,800 -2.2% 45,018 43,714 -2.9%
Los Angeles 10,258,304| 10,226,506 -0.3%) 3,235,358| 3,201,352 -1.1%
[Orange 3,103,377| 3,056,865 -1.5% 978,423 976,540| _-0.2%
Riverside 1,850,231} 1,877,000 1.4% 587,257 598,207 1.9%
San Bernardino 1,919,215| 1,946,202 1.4% 567,172 569,060 0.3%
Ventura 821,045 813,052 -1.0% 260,357 258,441 -0.7%
Region Total 18,117,604{ 18,081,425 -0.2%| 5,673,585| 5,647,314 -0.5%
Sources:

SCAG 2004 Growth Forcast:
DOF May 1, 2005 Report E-5:

HCD, May 26, 2005
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